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Dear Sir/Madam: 

We have considered your application for recognition of exenption from 
Federal income tax under section 501(c) (7) of the Int-ernal Revenue Code of 
1985 and the infornation submitted therewith. 

The information submitted indicates that you were iorned as an ~ssociation 
by the adoption of your organizational Cocument on *************. 

Your stated purpose indicates that your organization is forzed for the 
purposes of fellowship, membership educatioz and comrnitmen: to the 
strenuthening of the rural electrificatios program through its example in 
the ***** - state areas and nationally. 
%embership is made up of *** representatives from ********, *** from 
********, and *** from ********. A11 activities of the committee are open 
to any and all persons from your ***** - state rural electric cooperative. 
The activities include a cookbook sale, a health fair for cholesterol 
testing, sponsorship and participation in a bake sale and handmade craft 
fair, presentation of educational information concerning nutrition and a 
microwave cooking presentation. 

lncome is produced from the szle of the cookbooks, bake sales, a craft 
fair, and interest earned. 

The distribution of funds has been and is intended to be made to 
organizations that are nonprofit and will benefit persons or groups i.2 
your electric cooperative ***** - state service areas- 

Section 501 ( c )  (7)  of the Code exempts from Federal income tax cl.ubs 
organized for pleasure, recreation, and other nonprofitable purposes, 
substantially all of the activities of which are for such purposes and no 
part of the net earnings of which inures to the benefit of any private 
shareholder. 



********* ********   

Section 1.501(c) (7)- l (a)  of the  income tax regula t ions  s t a t e s  t h a t  the  
exemption provided by sec t ion  501(a3 f o r  organizat ions described i n  
s ec t ion  501(c) (7)  appl ies  only t o  clubs which a r e  organized aud operated 
exc lus ive ly  f o r  pleasure,  recrea t ion ,  and other  non2rofi table  purposes, 
but does not  apply t o  any club i f  any p a r t  of i ts  ne t  earnings inures  t o  
t he  bene f i t  of any p r i v a t e  shareholder. I n  general ,  t h i s  exemption 
extends t o  s o c i a l  and r ec rea t ion  clubs which a re  supported s o l e l y  by 
membership fees ,  dues and nssessments. The Service has cous i s t en t ly  held, 
and has been upheld by the  cour t s  i n  the pos i t i on  t h a t  "other  
nonprofi table  purposes* must be s imi l a r  t o  pleasure and recrea t ion .  
(Revenue Ruling 69-635, 1969-2 C.B. 126; Keystone Automobile Club v. 
Commissioner 181 F. 26 402 (135G). 

Publ ic  Law 94-568, a s  explained i n  Senate Report No. 93-1318, published i n  
Cumulative Bu l l e t i n  1976-2, page 597, provides t h a t  a c lub  exempt from 
taxa t ion  an4 described i n  s ec t ion  5011(c)(J) is t o  be permitted t o  receive 
up t o  354 of its gross  r e c e i p t s  form a combination of investment income 
and r e c e i p t s  from nonmenbers (from the  use of its f a c i l i t i e s  or serv ices)  
so long a s  t he  l a t t e r  do not  represent  nore than 15% of t h e  t o t a l  
r ece ip t s ,  i t  is f u r t h e r  s t a t e d  i f  an organiza t ion  exceeds these l i m i t s ,  
a l l  of the  f a c t s  and circomstances must be considered i n  determining 
whether t h e  organizat ion q u a l i f i e s  f o r  exempt s t a t u s .  

Purther ,  i n  l i b e r a l i z i n g  t h e  mount  of nonmember income t h a t  could be 
received by s o c i a l  c lubs ,  Congressional Committee Reports s t a t e  t h a t  the  
amendment (Public  Law 94-568) was not intended t o  permit s o c i a l  c lubs t o  
receive,  even within t h e  allowable guiile2ines f o r  ou ts ide  income, Sncome 
from t h e  ac t ive  conduct of businesses no t  t r a d i t i o n a l l y  c a r r i e d  on by 
s o c i a l  cluhs. (Senate Report No. 940-1318) 2d Session, 1976-2 C.B. 596.) 

Revenue Ruling 68-119, pnblished i n  Cumulative Bul ie t in  1968-1, page 268, 
holds t h a t  a c lub w i l l  not necessar i ly  l o s e  i t s  exempt s t a t u s  i f  it 
derives income from other  bona f i d e  members and t h e i r  gues ts ,  o r  i f  t he  
general  publ ic  on occasion is permitted t o  p a r t i c i p a t e  i n  i ts  a f f a i r s ,  
provided such p a r t i c i p a t i o n  is inc iden ta l  t o  and i n  fur therance of i ts 
geaprsl  club purpose and t h e  income therefrom does not i nu re  t o  members. 
The e q u e s i ~ i z a  c lub  considered i n  t h i s  r u l i n g  held an annual s teeplechase 
which was open t o  t he  general  public.  P r i ze  money was paid  from en t ry  
f e e s  paid by pa r t i c ipan t s ,  and general ewenses  of the meet were paid f r o 3  
admissions and s a l e  of programs and refreshments. The c lub  d i s t r i b u t e d  
any ne t  proceeds from t h e  meet t o  chari ty .  Therefore, i t  a a s  held t h t c  
the  meet was not operated t o  make a p r o f i t ,  an.d t h e  income from nonmzmbers 
did not i nu re  t o  t he  bene f i t  of menbers. The club 's  exemption was not 
jeopardized by nonmember pz r t i c ipa t ion  i n  i ts  annual meet, 

I n  Aviation Club of Utah v, Commissioner, 162 F. 2f  984 (19411, i t  was 
held t h a t  a c lub which makes i.ts f a c i l i t i e s  open t o  the publ ic  without 
r e s t r i c t i o n ,  and the  purpose is  t o  increase  i t s  funds fes enlarging its 
f a c i l i t i e s  o r  otherwise benef i t ing  its members, i s  not operat ing a s  an 
exempt s o c i a l  club. 



********* ********   

Revenue Ruling 65-63, 1965-1 C.B .  140 held tha t  a club t h a t  permitted t:he 
public  t o  at tend i t s  a c t i v i t i e s  f o r  a f e e  on a r ecur r i cg  bas is  and 
s o l i c i t e d  for public patroil?.qe by adver t i s ing  was not  operated exclusively 
f o r  pleasure, recreation, or soc ia l  purposLs and d id  not qual i fy  f o r  
exemption. 

Revenue Ruling 60-324, 1960-2 C . B -  173 states t h a t  a club t ha t  makes its 
f a c i l i t i e s  avai lable  t o  the general public (inclu'ing other  organizatioas) 
for a fee,  i n  a manner which i s  other  t h m  i n c i d e ~ c z l  ts cr  i n  f.urtherauce 
t o  i ts  own s o c i a l  purposes, Kill not be e n t i t l e d  t o  exemption. 

You receive income from nomembers from the s a l e  of your cookbooks, bake 
s z l e s ,  and i n t e r e s t .  Since your funct ions a r e  open t o  the  public ,  anyone 
can attend. Therefore, you are not ab le  t o  provide accurate a3d complete 
reccrds of nomember iacome from the cookbook and bake sale.?- 

Your income is used t o  benef i t  ocgznizations t h a t  are nonprofit  and w i l l  
benef i t  persons or groups i n  your e l e c t r i c  p cooperative ***   - s t a t e  
se rv ice  areas. 

You have exceeded the limits of nornmenbsr income t h a t  a soc ia l  club i s  
peranltted t o  rece ive  and the  f a c t s  and circumstances show tha t  net  
earnings from nomembers 3aoe been used t o  benef i t  members, cons t i tu t ing  
inurement of bene f i t  prohibited by sec t ion  501(c) (7) of the Code. 

Ye therefore hold tha t  you are not qual i f ied  f o r  exemption from Federal 
income tax as an organization described i n  sect ion 501(c) (7) of the  Code. 

Section 501(c)(41 of t he  Code provides f o r  the recognition of exemption of 
c i v i c  leagues o r  organizations not organized f o r  prof i t  but operated 
exclusively f o r  the  pr.omotion of soc ia l  welfare o r  l o c a l  associat ions of 
enployees, the membership of which is  l i n i t e d  t o  the employees of a 
designated person o r  persons i n  a pa r t i cu la r  municipality and the  net 
earnings of which a r e  devoted axc'lusively t o  cha r i t ab le ,  educational,  or 
recrea t ional  purposes. 

Section 1.5Gl(c) ( 4 ) - l ( b )  of the regulat ions s t a t e s  t h a t  "iocal" is  used i n  
the same sense a s  i n  t h e  case of benevolent l i f e  insuraoce associa t ians  
exengt under IRC 501 ( c )  (12) . 
Heinbership i s  open t o  employees of your e l e c t r i c  cooperative ***   - s t a t e  
se rv ice  areas. S ince  your a c t i v i t i e s  are limited by t h e  borders of 
*******  *******  *** ******* , you a r e  not purely loca l  i n  character.  



******************* 

You are theref3re,  not qualif ied for  exemption from Federa l  income tax as  
an organization described i n  sect ion 501(c) I41 of the Code as a local  
associat ion of enployeas. 

Since you have no t  established exempt s ta tus ,  pou are no t  rel ieved of the  
requirements for  f i l i n g  Federal  income tax r e t w n s  on Form 1120. 

I f  kdu do not accept our findings, we recommend t h a t  you request a 
conference with a member of our Regional Office of Appeals. Yclur request 
fo r  3 conference should include a wri t ten appeal giving the facts, law,  
znd any other infornation t o  support your posi t ion as explained i n  the 
enclosed Publication 892. You w i 1 . l  then be contacted to arrange a d a t e  
for a request, at any matualfy csuvenient Dis tr i c t  Office. If we do not 
hear from you within 30 days of the  date of this let'tef, this 
deteminat ion w i l l  become final- 

Sincerely yours, . . 

***  **** 
Dis t r i c t  Director 

Enzlcsure: Publication 892 


